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FIVE YEAR FINANCIAL HIGHLIGHTS 


FOR THE YEAR (IN $000) 


Sales 

Earnings (loss) 

Earnings (loss), as % of sales 
Depreciation & amortization 
Cash flow 

Capital expenditures 
Dividends paid 


PER SHARE AMOUNTS 
Earnings (loss) — basic 
Cash flow 

Dividends paid 
Shareholders’ equity 


YEAR END POSITION (IN $000) 
Working capital 
Long-term debt including 

current installments 
Shareholders’ equity 


Common shares outstanding 
(in 000’s shares) 


1974 


$14,792 
(424) 
(2.9)% 
646 
440 
894 
252 


$ (.42) 
44 

.25 

4.08 


$ 535 


1,490 
4,101 


1,006 


Tors 


$19,360 

1,860 
9.6% 

639 

2,830 

2,075 

256 


$ 1.85 
2.81 
220 
4.75 


$ 1,556 


2,301 
4,777 


1,006 


1972 


$13,945 

1,280 
9.2% 

518 

1,930 

996 

182 


Seed, 
1.92. 
Hus) 
3:15 


1971 


$9,734 

296 
3.0% 

454 


1970 


$5,702 
(352) 
(6.2) % 
356 
103 
1,642 


NOTE: The above amounts have been restated as required to reflect accounting changes and the 1973 two for 
one share split; earnings are before extraordinary items. 
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DIRECTORS’ REPORT TO 1974 IN REVIEW 
THE SHAREHOLDERS Depressed lumber and plywood markets in the midst 
of an inflationary economy resulted in an unfavourable 
earnings record for Balco Industries Ltd. over the 

12 months ended November 30, 1974. In marked 
contrast to record 1973 net earnings of $1,859,878, 
the Company experienced a 1974 net loss amounting 
to $424,446, and total sales in 1974 declined by 

24 percent from 1973 levels. 

The unfavourable 1974 financial results were due 

in part to substantial cost increases experienced in 
many areas during the year. For example, the cost 

of energy, fuels, and supplies of all kinds escalated 
rapidly owing to inflation and shortages. Also, a 

major increase in wage costs resulted from the 
mid-summer contract settlement with the International 
Woodworkers of America. The impact of this major 
cost item is illustrated by the fact that despite a 15 
percent decrease in average employment in 1974 as 
compared to 1973, total wages, benefits, and salaries 
in 1974 did not decline at all from the 1973 level 

of $4.6 million. 

The above noted trend of increasing costs was offset 
to some extent by a vigorous cost cutting program 
implemented during the year, and by lower stumpage 
and royalty payments to the government of British 
Columbia during the last quarter. However, the 
reduction in these payments, although welcome, came 
too late and was not commensurate with the $4.2 
million decrease in lumber and plywood sales revenues 
for 1974 as compared to 1973. 

The other major factor contributing to the poor profit 
results during 1974 was a very unfavourable market 
situation, particularly for lumber. Except for brief 


‘65 rallies in the spring, the Company’s major U.S. lumber 

aie markets were soft during most of the year, and 
| average prices dropped to extremely low levels. The 
am | principal factors underlying this weakness were the _ 
a 


record high levels of mortgage interest rates 

induced by inflation, and the consequent reductions 
in residential building and other construction activity. 
The effect of the poor market was compounded by 
lumber rail car shortages which created difficulties 

in moving lumber products to market, especially 
during the brief periods of somewhat improved lumber 
prices. As a result, 1974 lumber shipments totalled 
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only 57,000 Mfbm, substantially below normal levels 
of approximately 70,000 Mfbm. 

Fortunately, demand and prices for byproducts, 
particularly pulp chips, were strong during 1974 
resulting in higher byproduct revenues which reduced 
somewhat the impact of the poor lumber markets. 

As well, the situation in respect to plywood was more 
favourable than that for lumber. During the first half, 
the Canadian plywood market held firm at satisfactory 
price levels owing to a more bouyant economic 
situation in Canada than in the United States. Also, 

no difficulties were experienced in shipping plywood 
products to market. However, over the second half 

the plywood market eased considerably, although not 
as drastically as the traditionally more volatile !umber 
market. Nevertheless, plywood shipments for the year 
totalled only 311 million square feet (1/16), equivalent 
to about 75 percent of normal production capacity. 


Logging operations were carried out on a somewhat 
reduced scale during 1974, in keeping with the lower 
levels of lumber and plywood production. Refore- 
station activities for the year included the planting of 
over one third of a million seedlings, while other 
aspects of forest regeneration and environmental 
contro! proceeded most satisfactorily. Construction 
of logging roads during the year also proceeded well 
and the Company continues to nave an ample supply 
of timber fully developed and available for logging. 
Recently, arrangements were made so that medical, 
dental, and other group benefits will now be 
universally available to all woodlands workers who 
indirectly derive employment from Balco. 


SUBSIDIARIES 

The performance of our subsidiaries was mixed during 
1974. Pacific Overland Timber Lid., a wholesale 
lumber company owned fifty percent by Balco, was 
adversely affected by the weak demand for lumber and 
by the rail car shortages which restricted the volume of 
lumber for sale. Consequently, Pacific Overland’s sales 
volume was well down from expectations. As a result 
of staff reductions and various other cost cutting 
measures, however, a modest profit was achieved. 
Waymark Services Ltd., which provides refuelling, 
servicing, and restaurant facilities to truckers and the 
public, experienced avery satisfactory year during 1974 
and exceeded profit targets by a substantial margin. 
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DIRECTORS’ REPORT TO As reported previously, the plant, equipment, and 
THE SHAREHOLDERS (cont.) inventories of two subsidiaries were sold on favourable 
terms in early 1974. These subsidiaries, Bal Crete 

Construction Materials Ltd. and Interior Block 

Manufacturing (1964) Ltd., had been engaged in the 

businesses of concrete block manufacturing and 

building materials retail sales. This divestment 

was made to allow a greater concentration of 

management attention of the forest products aspects 

ot our business, and in retrospect the divestment 

has proved beneficial to the financial position of 

the Company as well. 


WOOD PRODUCTS MARKETING 

Balco’s association with Canadian Products Forest 
Ltd. continued to provide benefits during 1974. The 
availability of Canfor’s extensive Canadian marketing 
facilities was most helpful in minimizing the adverse 
impact of the weak plywood markets on Balco. Near 
the end of the year, Balco arranged to have Canadian 
Forest Products Ltd. assume responsibility for the 
sale of Balco’s lumber products under the terms of an 
annual sales agreement. Through its sizeable sales staff, 
transportation expertise, and broad customer base, 
Canfor has already enhanced Balco’s lumber sales 
results. In addition, Balco will have access through 
Canfor to its own fleet of leased rail cars which 
hopefully will reduce the impact of future rail car 
shortages. 


FINANCIAL 


Capital expenditure projects during 1974 were scaled 
down somewhat from those originally planned, in 

SHEATHING E # : 3 . fs 
eon keeping with the unfavourable economic situation in 
=— ull the industry. Total expenditures on new plant and 
equipment and on forest access roads amounted to 
$894,000; fixed asset disposals, including the 
divestment of the operations of Bal Crete and Interior 
Block Manufacturing, totalled $419,000. Projects 
completed during the year included a new. 
administrative office building, automated plywood 
equipment designed to reduce costs and upgrade the 
product, and various other items geared toward 
modernizing facilities and increasing efficiency. 
During 1974, the authorized limit of the operating 
bank loan was increased by $1,200,000, and working 
capital declined by $1,021,000. However, long term 
debt was reduced by $732,000 during 1974 and at 


year end only $1,155,000 of the term bank loan was 
being utilized. 


DIVIDENDS 


In respect to dividends, the directors Bieprhed anew 

policy during 1974 and accordingly declared 4 regular 

dividend of $.10 per share and an extraordinary gitie 
dividend of $.15 per share, both paid in May 1974. dle 
After a review in September 1974 of the unfavourable = 
short term market outlook, and in view of the = 
Company’s unsatisfactory earnings position at that = 
time, the directors decided that it would be ea to Reda 
omit the regular November 1974 dividend. The = 
directors have recently considered the payment of ay: Re Ca a hat oot 
dividend in May 1975 and have again ean GP an ier ee Re 
would be advisable not to declare adividend atthis 
time. However, the directors are hopeful that conditions Mee We 
will permit the resumption of regular « nat he) ee 
payments in the relatively near future. Apt eet te Anat 
OUTLOOK FOR 1975 Meta yat" raneir riage 
Despite some improvement in the sales evens of Seraremecat 

lumber and plywood during the past few months, the ed a) 

market demand for these products hasnot yet 
strengthened enough to permit satisfactory operating — Ma se Peretti Aes 
levels. However, wood product prices have increased Wpie mss 
slightly from the very low returns of late 1974 owing i sata 
in part to the optimism generated in the housing | HT MAT Toe 
industry by recent declines in mor interest rates. 
The outlook over the balance of 1975 is for a long 
and gradual recovery in lumber and piesa ips 
which will likely extend well into 1976. | 
Although the above market outlook gives reason ‘a . 
some optimism, there are a number of factorswhich 
could have a negative effect on the Company's nae Sia 

to profitability. The forthcoming negotiations with De 

the International Woodworkers of America are ae 

expected to be extremely difficult unless unreasonable Ae 
initial contract demands are moderated to realistic = 
levels compatible with the international competitive- H A NA cy 
ness of British Columbia's forest products industry. 
Continued rapid rates of inflation will have the dual 
impact of accelerating production cost increases and i eek: Met 
prompting a return to high mortgage rates. Regarding | 
transportation, there-is a possibility of further rail é 
car shortages, although the impact of such a develop: 

ment will be softened by the availability of fires $ 
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DIRECTORS’ REPORT TO leased rail cars. All in all, 1975 is expected to be a 


THE SHAREHOLDERS (cont.) difficult year, although the directors are optimistic 
that the Company’s earnings performance will improve 


over that experienced in 1974. 


Over the longer term, the outlook for the lumber and 
plywood industry is favourable, however, and with 
this in mind work is continuing on improving and 
upgrading the Company’s manufacturing facilities. 
Although the 1975 capital expenditure program is 
relatively modest at about $550,000, it contains several 
projects which will improve lumber recovery and 
reduce manufacturing costs. Of this amount, approxi- 
mately $242,000 is currently committed. In addition, 
planning is actively underway regarding major changes 
to both lumber and plywood manufacturing facilities. 
Finally, | would like to take this opportunity to 
extend to each of our 370 employees our appreciation 
for their cooperation during the past year. Similarly, 

| would like to thank our shareholders for their 
continued confidence over the recent trying period. 


On behalf of the board, 


a hike —~ 


D.L. Balison, 
President 


. 
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AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet 
of Balco Industries Ltd. and subsidiary companies as 
at November 30, 1974 and the consolidated statements 
of earnings, retained earnings, and changes in financial 
position for the year then ended. Our examination 
included a general review of the accounting procedures 
and such tests of accounting records and other support- 
ing evidence as we considered necessary in the 
circumstances. 

In our opinion these consolidated financial state- 
ments present fairly the financial position of the 
companies as at November 30, 1974 and the results of 
their operations and the source and application of their 
funds for the year then ended, in accordance with 
generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 


RUDD, GOOLD & ELLIOTT 
Chartered Accountants 
Kamloops, B.C. 

February 12, 1975 } 
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CONSOLIDATED STATEMENT OF EARNINGS 
for the YEAR ended NOVEMBER 30, 1974 


CONSOLIDATED STATEMENT 
OF RETAINED EARNINGS 
for the YEAR ended NOVEMBER 30, 1974 


BALCO INDUSTRIES LTD. & SUBSIDIARY COMPANIES 


SALES 


COSTS AND EXPENSES 
Cost of sales : 
Depreciation and amortization 
Administration and other expenses . 
Interest — on current debt . 
-— on long-term debt 


EARNINGS (LOSS) FROM OPERATIONS sae 
EQUITY IN NET EARNINGS OF 50% OWNED COMPANY 


EARNINGS (LOSS) BEFORE INCOME TAXES & 
MINORITY INTEREST . ie 


Provision for income taxes — current 
—deferred . 


EARNINGS (LOSS) BEFORE MINORITY INTEREST 


INTEREST OF MINORITY SHAREHOLDERS IN EARNINGS 
OF SUBSIDIARY . 


EARNINGS (LOSS). Bieter. te 
EARNINGS (LOSS) PER SHARE — Note 2 . 


BALANCE AT BEGINNING OF YEAR 
EARNINGS (LOSS) , 


DIVIDENDS * 
BALANCE AT END OF YEAR 


“4974 


13,788,253 
646,088 
790,399 

81,462 
187,205 
15,493,407 


(701,133) 


4,111 


( 697,022) 
( 491,029) 
218,453 


(| 424,446) 


($ 424,246) 
4 -42) 


1974 
$ 3,470,025 


( 424,446) 
3,045,579 
251,500 

$ 2,794,079 


$14,792,274 


1973 
$19,360,342 
13,979,403 
639,139 
1,085,078 
21,144 
269,453 
15,994,217 
3,366,125 
70,940 


3,437,065 
1,287,553 
276,600 


1,872,912 


1973 
$ 1,866,396 


1,859,878 
3,726,274 
256,249 

$ 3,470,025 


= 
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CONSOLIDATED BALANCE SHEET 
as at NOVEMBER 30, 1974 


CURRENT ASSETS 1974 1973 
KGarshineu pete ei atl See ae aS hHeMCr MUP RE Mic ifueltaftonh a te $ 56,686 $ 308,895 
Accounts Hucaivables _ Note 4 Bail Maer foie fea AE aia A Ac A 1,367,121 1,983,443 
income gaxesrenundablen wise Mama Wa be peat el ale 552,660 a 
Inventories—Notes3&4 . . . SA ig EA SORE BREE ere 1,739,695 2,726,379 
Prepaid expenses and refundable deposits arse ant) aie aoa ee 82,006 23,436 

3,798,168 5,042,153 

LESS CURRENT LIABILITIES RAT Ae RIE Ul Pal’: Dae hy 
Bankjindebtedness- Note 4) oh 2) 20) Wy es 1,401,356 204,845 
Accounts payable SO mn ci vale UHRA IEG G) Be be Dah Tiberi nh a 1,336,288 2,348,878 
Income taxes payable . . . . aA AO Ch ened RE ~ 327,768 
Long-term debt instalments due withih one year ie Wipe Micaliev nahin a 525,683 605,126 

3,263,327 3,486,617 

WO RIGINGEOAPINAIoin annem UR UTit GUN rt Nte crit MUO INU (File dba hy 534,841 1,555,536 

INVESTED CAPITAL 
Mortgages receivable . . . ish Litas MED Die A ae Ma a a 10,418 10,681 
Timber deposits and private Reaper ADP iS cote Be aia) VATE INU 97,712 99,355 
Property, plant & equipment —Note5 . 20.0)... 2 4,846,261 5,016,733 
Investment in affiliated company —Note6. . . . 2. 1. 286,061 315,950 
Deferred charges less amortization—Note7  . 9. .) | oo. 1. 135,624 129,350 

{ 5,376,076 5,572,069 

LESS LONG-TERM LIABILITIES 
Debentures and mortgages payable—Note8 . . ..... 964,421 1,696,344 
Deferred income taxes . . Shree tadl ous piesa cae aya 845,750 627,297 
Minority interest in subsidiary aaa ie SW ea ENT aide Vb ALL a Sie - 27,272 

1,810,171 2,350,913 

NTE TL WASH 1 Se TI ae UT an ree UT TR 3,565,905 3,221,156 

Se OMMOE SEO Me hen tub. | Aca bw loe Shas be linalelei timer a ehilect ye $4,100,746 $4,776,692 


REPRESENTED BY: 
Common shares without par value — Note 9 


Authorized 2,000,000 shares 
Issued & fully paid 1,006,000 shares haa eet ay Kd at $1,290,000 $1,290,000 
FUERA IE GRC ONITICS HE Te cttcrimieat Metafile tyhe. Haylie Monthy a alll. 2,794,079 3,470,025 
ei OUEe CSUIKDACESHM mts elt iculluam mai ifgl Poe vecN elke. Mahilihe siliste li shyiitupete 16,667 16,667 
SHAREHOLDERS’ EQUITY Ly PR OT 8 ie OR Tima Sa RTE ea RR UTA epee 100,746 Cn Nice 776,692 
APPROVED ON BEHALF OF THE BOARD 
ead aan La Licht a4, 


Director BALCO INDUSTRIES LTD. & SUBSIDi 
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CONSOLIDATED STATEMENT OF 
CHANGES IN FINANCIAL POSITION 
for the YEAR ended NOVEMBER 30, 1974 


BALCO iINDUSTRIES LTD. & SUBSIDIARY COMPANIES 


SOURCE OF WORKING CAPITAL 


Earnings after adjusting for items not (evel 
working capital . : 


Proceeds from disposal of assets 
Assumption of long-term debt 
Dividends from affiliated company 
Other sources of working capital - 


APPLICATION OF WORKING CAPITAL 


Investment in plant and equipment 

Investment in forest access roads . 

Payments on long-term debt 

Purchase of interest in subsidiary company 
net of working capital 

Payment of dividends 

Other applications of working Gabital 


INCREASE (DECREASE) IN WORKING CAPITAL 
WORKING CAPITAL AT BEGINNING OF YEAR . 
WORKING CAPITAL AT END OF YEAR. 


1974 


$ 435,984 


418,689 


34,000 
1,906 


890,579 


861,078 
33,227 
731,923 


27,272 
251,500 
6,274 


1,911,274 


(1,020,695) 
1,555,536 


$ 534,841 


1973 


$2,759,274 
32,971 
1,837,356 
37,500 
5,418 


4,672,519 


1,880,854 
194,508 
1,369,742 


148,924 
256,249 
2,923 


3,853,200 


819,319 
736,217 


$1,555,536 


accent tn tea GI ASETLERET EE TSP EEETONSOWH AT EASA ATER ARYA WRRCESES AS SAN A ht cS SRE SS 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
NOVEMBER 30, 1974 


it SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

a) Principles of Consolidation 
The consolidated financial statements include the accounts of Balco Industries Ltd. and its subsidiaries, all wholly-owned: 
Active - Waymark Services Ltd. Inactive - Balco Building Supplies Ltd,, Bal Crete Construction Materials Ltd., Interior 
Block Manufacturing (1964) Ltd., and Mutual Building Supplies Ltd. The investment in Pacific Overland Timber Ltd., a 
50% owned company, is accounted for on the equity basis. 

b) Inventories 
Inventories are valued at the lower of cost or net realizable value. Cost is determined by a weighted average cost method. 

c) Property, Plant and Equipment 
Property, plant and equipment includes cost of major replacements and betterments. Maintenance, repairs and minor 
replacements are charged against income as incurred. 

d) Depreciation and Amortization 
Depreciation of property and equipment is provided on a straight line basis at rates varying from 5% to 20%. The 
application of these rates for the year ended November 30, 1974 results in a composite rate of 7.48%. The rate for each 
class of property is based on estimated economic life. 
Logging roads are amortized as timber is harvested at rates determined with reference to volumes of timber estimated to 
be removed over such facilities. 

e) Deferred Charges 
Certain forestry and reforestation costs are deferred each year and amortized at varying rates averaging 35¢ per cunit. 
This is the rate allowed by the Province of B.C. as a reduction of stumpage charges for providing forest management and 
for reforesting of Timber Harvesting Licences. 

f) Deferred Income Taxes 
Deferred income taxes are provided to recognize the effect of timing differences between accounting and taxable income. 

2. FULLY DILUTED EARNINGS (LOSS) PER SHARE 

The exercise of share purchase warrants outstanding at November 30, 1974 would not have a dilutive effect. 


3. INVENTORIES 


1974 1973 
Logs AT rss MRA US A UR aN ae BU es CURE A) ae eh ad $ 405,000 $ 940,247 
steel oy. id a AMS Bree COM RT Bacar ba A tT al AN Nt Reka gh) ee ae OP a 1,004,793 1,138,760 
eae a ene eae ENR E PORN YR ON LiMn A MAL SATIRIC useio, YMA INDE coud tb an Edo ry tarp Mane hy Eafe A 61,382 47,848 
OC Cent aren Mr eT aInO NOI Suan UON UR UO | WR MEPS UVM ual Ra esi pare Ea etal) Dymy Wath rey dl 92,653 157,426 
ERERIOM Parts ann SUMO leSii ast im Veli uie tuaillely Weal eciid oleh yrray Mele LO bel ab ctta ceil bots Klee 175,367 163,695 
Bae MonrOCUerS MOMineSAlenimun tel eset UM tiihiN te ite etl a tui terwuiiie te my dle eps = 278,403 


$1,739,695 $2,726,379 


4. BANK INDEBTEDNESS 
Bank indebtedness is secured by a general assignment of accounts receivable and by inventories. 


5. PROPERTY, PLANT & EQUIPMENT Accumulated 


Depreciation Net Book 

Cost & Amortization Value 
EAT Rr rant ke RUT Ey YONA SEO UN ae ate nD ee OOZ $ = $ 292,652 
BIA ACECEH DUE DE NGM ey Wieden TIEy GA HAL WA Teldec Goede ct Meltiaelh ay Coat. fiesitnt O22 (O63 1,756,698 4 365,365 
FUSES on Oh ESE ey ie ar Ein ee a a a tab ep 990,539 802,295 188,244 
$7,405 254 $2,558,993 $4,846,261 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS (cont) 
NOVEMBER 30, 1974 
6. INVESTMENT IN AFFILIATED COMPANY 
The Company holds 50% equity in Pacific Overland Timber Ltd. The Company’s share of earnings was $4,111 in 1974 


and $70,940 in 1973. The investment is reflected on the balance sheet on an equity basis, and the difference between the cost 
and the underlying equity at the date of acquisition of $179,038 is included in the investment account. 


ik DEFERRED CHARGES 


Preproduction expenditures . . . re Sh eRe TS pT Ra Ce Oe Ce By ee ed eo $ 9,453 
Forestry and reforestation expenditures Ree oat tema on onme Pae de opr e th hie b 115,926 
Prepaid equipment iremtals is ii ib veh) 1 > UM aS ive eek aeealeee inet mer hee ey ca ett Na eto en de ee 10,245 
$ 135,624 
8. DEBENTURES AND MORTGAGES PAYABLE 
Principal 
payments 
due within 
one year Total 


1st Mortgage on service centre payable in monthly instalments of $1,232 

including interest at 82%'p.a., maturingin September 1979 . . .....~. $ 9,364 $ 67,989 
Term Bank Loan secured by a demand debenture having a fixed charge 

over real property and a floating charge over other assets payable by 

arrangement in quarterly instalments of $110,000 with interest at 114% 


over prime bank rate . . SR Pay eae eta Les 440,000 1,155,000 
Chattel Mortgage secured yle certain ated Sauimelene eevee in 

quarterly instalments of $19,080 at an interest rate not to exceed 84% p.a. . . . 76,319 267,115 

$ 525,683 $1,490,104 

Principal paymentsdue withini@me:vean un wis) see delat ancien teeta eth mee ren eit nr 525, 683 

$ 964,421 


9, CAPITAL STOCK 
The company has outstanding 15,000 share purchase warrants giving the holders the right to purchase two common 
shares for each warrant. These may be exercised from April 1, 1972 to April 1, 1976 inclusive, upon payment of $12.25 per 
warrant. 
10. REMUNERATION TO DIRECTORS AND SENIOR OFFICERS 
Remuneration to directors and senior officers (as defined by the B.C. Companies Act) of the company in their 
capacities as directors, officers and employees of the company in the current fiscal period was $161,569 (1973 — 
$272,390) including $52,916 to directors, of which $7,900 was directors’ fees. 
11. COMMITMENTS & CONTINGENT LIABILITIES 
The company has entered into agreements to lease equipment for varying terms expiring up to 1976 and rentals under | 
these leases for the year under review amounted to $204,864. Total commitment under these leases at November 30, 1974 is 
$322,105 of which $163,464 is payable during the next year. 
The company is committed by contract to plant additions totalling $242,300, 
The company has given an unlimited guarantee of an affiliated company’s bank loan which at November 30, 1974 
totalled $95,000. 
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